Programming
The following table reflects a sampling of the Company’s principal syndicated programming con-

tracts:

WPGH

Syadicated

Coach .............
Cheers ..............

........................

.....................

.....................

--------------------

S:ar Trek: The Next Generation ...........

Doogie Howser, MD
The Wonder Years
Married . . . With Chitdren
M*A*S*H...........
21 Jump Street . ......
Gimme A Break......

Saved By The Bell

Different Strokes

Deep Space Nine

Coach ...covuenon....
Harry & The Hendersons.,
Doogiec Howser, MD
The Wonder Years
Roseanne ............

Mama’'s Family.......
Married . . . With Children
Newhart ............

Deep Space Nine

Doogie Howser, MD

.....................

....................
....................
....................
....................
....................
........................
....................

....................

.......................
The SIMPSONS . . .ovvnniiniiieiianaianoenns
....................
....................
.................
......................
........................
....................
....................
....................

....................

................

....................

The SHPSORE ««...eeeveeenniiereeennnees

--------------------

---------------------

Star Trek: The Next Generation ...........

Roszanne ...........
Murphy Brown ......
The Wonder Years
Head Of The Class
Hunter ..............

Perfect Strangers

Mama's Family ......
M*A*S*H ...........
21 Jump Street .......
Mr. Belvedere .......

........................

------------------ ae

--------------------

.......................

-----------------------

--------------------

....................

....................

....................

Date »::ll&
Initial Breadeast
September 1995
September 1994
September 1994
September 1991
December 1988
September 19M
September 1992

October 1991
October 1990
September 1990
Merch 1991
January 1989
December 1990
September 1992
Scptember 1991
Septerober 1993

Septernber 1995
September 1994
September 1996
September 1994
September 1994
Septembor 1954
September 1992
Secptember 1992
January 1992
September 1994
December 1991
September 1991
April 1989

September 1995
September 1994
September 1994
September 1996
September 1954
December 1983
September 1992
September 1992
September 1994
July 1991
September 1991
September 1991
January 1991
September 1990
September 1990
September 1989
June 1991

Date of

Expirstion
February 2000
September 1999
August 1999
January 1999
November 1998
Auvgust 1998
Auvgust 1997
January 1996
Scptember 1995
August 1995
March 1995
December 1994
September 1994
August 1994
August 1994
August 1994

February 2000
September 1999
September 1999
September 1999
March 1999
August 1998
Avgust 1997
March 1997
December 1996
March 1996
Scptember 1995
March 1995
March 1995

February 2000
September 1999
September 1999
September 1999
August 1998
December 1997
March 1997
February 1997
September 1996
September 1996
August 1996
August 1996
February 1996
September 1995
August 1995
August 1995
June 1995




Competition

The Company’s television stations compete for audience share and advertising revenue with other
television stations in their respective markets, as well as with other advertising media, such as news-
papers, radio, magazines, outdoor advertising, transit advertising, yellow page directories, direct mail
and local cable systems. Some competitors are part of larger organizations with substantially greater
financial, technical and other resources than the Company.

Compeiition in the broadcasting industry occurs primarily in individoal markets. Generally, a
television broadcasting station in one market does not compete with stations in other market arcas.
The Company’s television stations are located in highly competitive markets. In addition, the Balti-
more market is overlapped by both over-the-air and cable carriage of Washington, D.C. stations which
tends 1o spread viewership and advertising expenditures over a larger number of broadcast stations.

Stations compete for audierce share primarily on the basis of program popularity, which has a
direct effect on advertising rates. A majority of the Company’s prime time programming is supplied by
Fox. In those periods, the stations are totally dependent upon the performance of the Fox programs in
attracting viewers. Non-network time periods arc programmed by the station primarily with syndi-
cated programs purchased for cash, cash and barter, or barter-only, and also through scH-produced
news, public effairs and other entertainment programming.

Advertising rates arc based upon the size of the market in which the station operates, a program’s
popularity among the viewers that an advertiser wishes to attract, the number of adventisers competing
for the available time, demographic makeup of the market served by the station, the availability of
alicrnative advertising media in the market area, agpressive and knowledgeable sales forces and devel-
opment of projects, features and programs that tic advertiser messages to programming.

Other factors that are material to 2 television station’s competitive position include signal cover-
age, local program acceptance, network affiliation, audience characteristics and assigned broadcast
frequency. The broadcasting industry is contmuously faced with technological change and innovation,
the possible rise in populasity of competing entertainment and communications media, and govern-
mental restrictions or actions of federal regulatory bodies, including the FCC and the Federal Trade

Commission, any of which could possibly have a material effect on the Company’s operations and
1esults.

The development of methods of television transmission other than over-the-air broadcasting, and
in particular the growth of cable iclevision, has significantly altered competition for audience share in
the television industry. These other transmission methods can increase competition for a broadcasting
station by bringing into its market distant broadcasting signals not otherwise available to the station’s
audicnce and also by serving as a distribution system for programming originating on the cable system.

Through the 1970s, television broadcasting in general enjoyed virtual dominance in viewership
and television advertising revenues because network-zffiliated stations competed only with each other
in most local markets. Although cable television systems were initialy used to retransmit broadcast
television ptogmnmmg 10 paid subscribers in areas with poor broadcast signal recepiion, significant
increases in penetration into homes occurred throughout the 1970s and 19808 despnc signal reception
problems. As the technology of setellite program delivery to cable systems advanced in the late 1970s,
development of programming for cable television accelerated dramatically, resulting in the emergence
of multiple, national-scale program alternatives and the rapid expansion of cable television and higher
subscriber growth rates. Historically, cable operators have not sought to compete with broadcast
stations for a share of the local news audience. To the extent they elect to do so, increased campeti-
tion from cable operators far local news audiences could have a material adverse effect on the
Company’s advertising revenues.

Other sources of competition for audience include home entertainment systems (including video
cassctie recorder and playback systems, videodiscs and television game devices), multipoint distribu-
tion systems, multichannei multipoint distribution systems, wireless cable, satellite master antenna
television sysiems and some low-power, in-home satellite services. The Compeny’s television stations

.
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also may face future competition from high-powered direct broadcast satellite services which could

transmit programming directly to homes equipped with special receiving antennas or to cable televi-
sion systems for transmission to their subscribers.

Further advances in technology may increase competition for household audiences and advertis-
ers. Video compression techniques, now under development for use with current cable channels or
direct broadcast satellites (scheduled to commence operation in 1994), are expected to reduce the
bandwidth required for television signal transmisston. These compression techniques, as well as other
technological developments, are applicable to all video delivery systems, including over-the-air broad-
casting, and have the potential 1o provide vastly expanded programming to highly targeted audiences.
Reduction in the cost of creating additional channel capacity could lower entry barriers for new chan-
nels and encourage the development of increasingly specialized ““niche™ programming. This ability to
reach very defined audiences may aiter the competitive dynamics for advertising expenditures. The
Company is unable to predict the effect that technological changes will have on the broadcast televi-
sion industry or the future results of the Company’s operztions.

The Company also competes for programming which involves negotiatiag with national program
distributors or syndicators which sell first-run and rerun packages of programming. The Company’s
stations compete for exclusive access to those programs agsinst m-market broadcast station competi-
tors for syndicated products. Cable systems generally do nat compete with lacal stations for program-
ming, although various nationa! cable networks from time to time have acquired programs that would
have otherwise been offered to local television stations.

Fox has recently announced that it will provide programming on a designated Fox channel over
onc major cable network, and that it plans to negotiate similar transactions with other cable compa-
nics. The Company expects that the programming offered by Fox on this channel will be different from
the programming broadcast on the Fox affiliates; nevertheless, such programming may have an impact
upon the viewers of Fox over-the-air programming. The Company cannot predict the impact of the
Fox cable programming or whether the cable companies now carrying WBFF, WPGH and/or WTTE
will carry the proposed Fox cable channel. However, the proposed Fox cable channel, if carried by
cable companies now carrying the Company’s stations, could cause a decline in viewership of the
Company’s stations which could have a material adverse effect on the Company’s operations.

The Company belicves it competes favorably against other stations because of its management
skill and experience, the ability of the Company to gencrate revenue share greater than its gudience
share, the Fox network affiliation and its local program acceptance. In addition, the Company belicves
that it benefits from the operation of more than one hroadcast property, affordiag it certain non-
quantifiable economices of scale and competitive advaniages in the purchase of programming.

Empleyees

As of August 31, 1993, the Company had approximately 215 full-time employees and 60 part-time
employees. With the exception of the employees of WPGH, none of the employees are represented by
labor unions under any collective bargaining agreement. No significant labor problems have been
experienced by the Company, and the Company considers its oversll labor relations to be good.
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Properties

Generally, cach of the Company's stations has facilities consisting of offices, studios and tower
sites. Transmitter and tower sites are located to provide maximum signal coverage of the stations’
markets. The following tables generally describe the Company’s principal owned and leased real prop-
erty:

!iu
Owned Facilities V= Lecstioa (Sg.Ft)
WTTE(). oo eneneeeeee e iee e Office/Studic  Westerville, Ohio 14,400
./ o i 1 ) 1R Office/Studio Monroeville, PA 30,000

(1) This property is owned by WPGH, Inc. and leased to WTTE, Inc.
{2) This property is owned by the Company and leased to WPTT, Inc.

Ap Lesse
WBFF...... Office/Studio Baltimore, MD 39,000  9/1/2011
Tower Site #1 (Dish) Baltimore, MD N/A 47112012
Tower Site #1 (Receivers) Baltimore, MD N/A 6/1/2011
Tower Site #1 (Transmitter/Antenna) Baltimore, MD N/A 47272007
Tower #2 (Auvxilisry Transmitter/
Antenna) Baltimore, MD N/A 3116/2008
Parking Lot Baltimore, MD N/A 6/6/
Old Office/Stodio Baltimore, MD 13,000 mo. to mo.
WPGH ..... Office/Studio Pittsburgh, PA 25,498 107172028
Tower Site {Antenna) Pittsburgh, PA N/A 107172028
WTTE...... Tower Site (Transmitter/Antenna) Columbues, OH N/A 67112003

{1) Leasc expiration datc assumes excercise of all rencwal options of the Company.

All of the Company’s leased facilities, except for the tower site (transmitter/antenna) for WTTE,
are owned by and leased from affiliated corporations of the Company. All leases are at market rates,
and the Company believes that the duration of each lease is adequate. See ““Certain Transactions.”
The WTTE 1ower site is icased from Ohio State University. All of the propertics lcased from affiliates
arc mortgaged and all such Jeasehold interests have been assigned under the Bank Credit Agreement.

The Company believes that its properties, both owaed and leased, are in good operating condi-

tion, subject to normal wear ang tear, and are suitable and adequate for the Campany's current busi-
ness operations.

Upon consummation of the Proposed Acquisitions, the Company will own tower sites in Birming-
ham and Windham Springs, Alabama and an office/studio of approximately 35,000 square feet in Mil-
waukee, Wisconsin. These sifes in Alabama and Wisconsin may be sold to an affiliate at fair market
velue and leased back to the Company at market rental rates in accordance with the Company’s
standard practice. In addition, the Company will assume the lease of a 9,750 square foot office/studio
in Birmingham, Alabama that runs until January 2006, and a tower site in Milwaukee, Wisconsin that

runs until December 1999.
Legal Proceedings

The Company currently and from time to time is involved in litigation incidental to the coaduct of
its business. The Company is not & party to any lawsuit or proceeding which, in the opinion of the
Compeny, is likely to have 2 matcrial adverse effoct on the Company.
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Licensing and Regulation

The following is a brief summary of certain provisions of the Communications Act and of specific
FQCC regulations and policics. Reference should be made to the Communications Act, FCC rules, and
the public notices and rulings of the FCC for further information concerning the natare and extent of
the federal regulation of broadcast stations.

All television broadcasting is subject to the jurisdiction of the FOC pursuant to the Communica-
tions Act. The FCC is empowered to: (i) issue, renew, revoke, and modify broadceast licenses; (i)
prescribe qualifications for holding broadcast licenses; (iii) regulate the broadcast frequency, operating
power, and location of, and the transmitting equipment used by stations; (iv) adopt rules and regula-
tions necessary to carry out the provisions of the Communications Act; and (v) impose certain penal-
ties for violations of the Communications Act and of the FCC regutations. Such regulations affect
many aspecis of the day-to-day operations of television stations.

Usually, television station licenses are granted for a maximum allowable period of five years and
are rencwable theseafter for additional five year periods. The FCC may revoke licenses for serious
violation of its regulations. Petitions to deny renewel of a license or competing applications msy be
filed for the frequency used by the renewal applicants on or before the first day of the last month of a
license term. Generally, however, in the absence of sedous violations of FCC rules or policies and
upon 2 showing that the station has dealt significantly with important issues concerning its community
of license, the licenst renewal is expected in the ordinary course, All three of the Company’s stations
are presently operating under regular five-year licenses, which cxpire on Awgust 1, 1994 (WPGH),
October 1, 1996 (WBFF) and October 1, 1998 (WTTE).

No broadcast licensee can assign or transfer control of the license without the prior approval of
the FCC. Under the Communications Act, (i} no license may be held by a corporation of which any
officer or director is an alien or of which more than 20% of the capital stock is owned of record, voted,
or subject to control by aliens, and (ii) no corporation may contiol another corporation holding broad-
cast licenses if any officers or mare than 25% of the directors of such pareat corporation are aliens, or
more than 25% of the capital stock of such paremt corporation is owned of record, voted, or subject to
control by aliens unless the FOC finds such alien interests in the parent corporation to be in the public

interest. The Company and the Subsidiaries are domestic corporations, and the Current Stockholders
are all United States citizens.

“Must Cany/Retransmission Rule.” In the past, cable Systems were required to camry «ll
broadcast stations that met the definition of a “local’” or “significantly” viewed statior. These rules
were called the “Must Carry Rules.’”” However, the ““Must Carry Rules,” in the form previously
sdopted by the FCC, were declared unconstitutional. Immediatcly thereafiers, cable systems were not
required to carry local television station signals and could shift a station 10 an undesirable channel
position on the cable system. Legisiation recently passed in Congress has mow established a new
version of the ‘*Must Carry Rules.”” Now, a local television station had to make aa clection by June
15, 1993 to: (i) requirc the appropriate cable systems t0 carry ssid Jocal station; or (ii) grant the
appropriate cable system the authority 10 retransmit the broadcast signal of the local station for a fee.
Even if the local station elects 10 grant authority to the cable system to retransmit its broadcast signal,
the cable system is under no obligation to carry the local station unless acceptable terms and condi-
tions for said rebroadcast have been agreed to on or before October 5, 1993, If a station is not carried
by a cable system in its arca or shifted to an undesirable chaantl, said station could experience 8
decline in viewership which could adversely affect its revenues. The Company has approsched most of

its cable sysicms on a retransmission basis, but on certain outlying cable systems, it has clected must
Carry status.

Syndicated ExclusivityfTerritorial Exclusivity,. The FCC has imposed syndicated exdusivity
ruies and expanded existing network nonduplication rules. These syndicated exclusivity rules allow
local broadcast stations 10 command that cable operators black out certain syndicated non-nctwork
programming carricd on ‘‘distant signals®’ (i.e., signals of broadcast stations, including so-called super
stations, which serve areas substaatially removed from the cable system’s local community). The
network non-duplication rules allow focat broadeast network affilistes to require that cable operators
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black out duplicating network broadcast progranuning carried on more distant signals. WTTE and
WPGH are the cnly Fox affiliates carried on their respective local cable systems; however, some of
the cable systems which carry WBFF aiso carry the Fox-owned station, Channel 5, in Washington,
D.C. This is not in violatior: of the FCC syndicated exclusivity rules. However, the carriage of two

Fox stations on the same cable system could result in 8 decline of viewership adversely affecting the
revenues of WBFF.

Financial Inierest/{Syndication and Prime Time Access Rules. Previously, financial interest/syn-
dication (“‘FIN/SYN™) rules applied to any network and posed various restrictions on its operation
and activities. Network status has been considered to exist under these rules when a broadcast
company’s weekly programming offerings ¢xceed 15 hours. These rules prohibited networks from
engaging in syndication for the sale, licensing, or distribution of television programs for non-network
broadcast exhibition in the United States. Further, these rules prohibited networks from sharing profits
from any syndication and from acquiring any new financisl or proprietary interest in programs of
which they are not the sole producer.

The FCC has recently relaxed the restrictions on current FIN/SYN rules, ensbling the major
networks to acquire specificd amounts and kinds of financial interests in program syadication and to
engage in program syndication themseives. The Company cannot predict the effect of these relaxed

restrictions under the FIN/SYN rules on the Company’s ability 10 acquire desirable programming at
reasonable prices.

The FCC's prime time access rule also places programming restrictions oa affiliates of *‘actworks."
In the past, this rule restricted affiliates of ‘‘networks™ in the 50 Jargest television markets (as defined
by the rule} generaily to no more than three hours of neterork programming during the four hours of
prime time. All of the Company’s stations are located in the nation’s tap 50 markets.

Recently, the FCC changed its definition of “network’” to include those entities that deliver more
than 15 hours of “prime time programming™ (a term defined in those rules) to affiliates reaching 75% of
the nation’s television homes. Under this definition, Fox and its sffiliates, including the Company’s

station, are not subject to the prime time access rule. This could, however, change i the future and
could adversely affect the Company’s business.

Owmership Limitations. The FCC has adopted a number of rules designed to prevent monopo-
lies or undue concentrations of control. In genersl, no single entity is currently permitted to own,
operate, or have an attributable interest in more than 18 AM radio stations, 18 FM radio stations, and
12 television stations. Another FCC rule prohibits any entity from acquining an sdditional television
station if, after the acquisition, the entity owns television stations scaching more than 25% of the
United States television houscholds. Historically, VHF stations have shared a larger part of the mar-
ket than UHF stations. As such, only half of the households in the market arcs of any UHF station
owned by an entity are included when caiculating whether an entity reaches more than 25% of the
United States television houscholds. All of the Company’s stations are UHF. The FCC also prohibits
ownership in the same geographic area of: (i) television stations and cable systems; (i) tolevision
stations and newspapers; and (iti) television stations and radio stations in markets below the top 25 or,
in gencral, which, even if among the top 25, do not have at least 30 separate broadcast station owaers.

When applying its multiple ownership rules, the FCC attributes the interest of corporate licensees
to the holdess of corporate interests as follows: (i) any voting stock interest amounting to 5% or more
of the outstanding voting stock of the corporate brosdcast licensee generally will be attributable; (i) no
minority voting stock interest will be attributable if there is a single holder of more than 50% of the
outstanding voting stock of a corporate broadcast licensee; and (i} in general, certain investment
companics, insurance companics, and banks holding stock through their trust departments in trust
accounts will be considered t0 have an attrbutable interest only if they hold 10% or more of the
outstanding voting stock of a corporate broadcast licensee. Further, corporate officers and directors
and general parniners and most limitcd partners of parinerships may be persanally attributed with
media interests of the corporations or partnerships of which they are officers, directors, or partners.
The present stockholders of the Company hold artributable interests in two cntities owning media
properties, namely: Channel 63, Inc., licensee of a UHF 1elevision station in Bloomington, Indiana
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serving the Indianapolis media market under the cal! letters WIIB, and Bay Television, Inc., licensee
of a UHF tclevision station serving the St. Petersburg, Florida market under the call letters WTTA.
Neither station is a Fox affiliate. All of the issued and outstanding shares of Channel 63, Inc. are
owned by the Qurrent Stockholders. All the issued and outstanding shares of Bay Television, Inc. are
owned by the Current Stockhaolders (75%) and Robert L. Simmons (25%), a former stockholder of the
Company. The Company believes that such holdings will not materially restrict its ability to acquire
television stations or to pursue its strategy of expansion through acquisitions.

Restsictions on Broadcast Advertising.  Advertising of cigarettes and distilled spizits on broad-
cast stations has been banned for many years. Congressional committees have recently examined
legislation proposals which may climinate or severely restrict the advertising of beer and wine. Al
though no prediction can be made as to whether any or all of the present proposals will be eaacted into
law, the elimination of all beer and wine advertising would have an adverse effect upon the reveaues of

the Company’s television stations, as well as the revenues of other stations which carry beer and wine
advertising.

The FCC has imposed commercial time limitations in children®s programming pursuant to legisla-
tion. In programs designed for viewing by children of 12 years of age and under, commercial matter
will be limited to 12 minutes per hour on weekdays aad 10.5 minutes per hour on weekends. All
television stations will be required to broadcast some television programming designed to meet the
educational and informational needs of childrer 16 ycars of age and under. The Company does not
believe that these requirements wilt have a significant impact on the stations since all of its stations
have already Kmited commercials in such progremming.

Programming and Operation. The Communications Act requires broadcasters to serve the
“‘public interest,”” The FOC gradually has relaxed or climinated many of the more formalized proce-
dures it had developed in the past to promote the broadcast of certain types of programming respon-
sive to the nceds of a station’s community of license. Licensees continue to be required, however, to
present programming that is responsive to community issues, and to maintain certain records demon-
strating such responsiveness. Complaints from viewers concerning a station’s programmiag often will
be considered by the FCC when it evaluates renewal applications of a liceasee, although such com-
plaints may be filed at any time and generally may be considered by the FCC at any time, Statioas also
must follow various rules promulgated under the Communications Act that regulate, among other
things, political advertising, sponsorship identifications, the advertiscroent of contests and lotteries,
obscene and indecent broadcasts, and technical operations, including limits oa radio frequency radis-
tion. In addition, liceasees must develop and implement affirmative action programs designed to pro-
mote cqual employment opportunities, and must submit reports to the FOC with respect to these
matiers on an annual basis and in connection with a renewal application,

Fsilure to observe these or other rules and policies can result in the imposition of various sanc-
tions, including monctary forfeitures, or the grant of “short™ (less than the full ive-ycar) renewal

terms or, for particularly egregious violations, the denial of & license renewal application or the revo-
cation of a license.

Proposed Changes. On March 12, 1992, the FCC initiated a proceeding to solicit comment on
whether it should liberalize s radio and television broadcast ownership “attribution” rules by (i)
raising the basic benchmark for attributing ownership in 2 corporete liceasee from 5% to 10% of the
licensee’s voting stock; (i) increasing from 10% to 20% of the licensee’s voting stock the atiribution
benchmark for ““passive investors®” in carporate licensees; (iii) broadening the class of investors eligi-
ble for “passive investor’’ status; and (iv) exempting certain widely-held limited partnership interests
from attribution where each individual interest represents an insignificant perceatage of total partner-
ship equity,

The Congress and the FCC have under consideration, and in the future may consider and adopt,
new laws, reguiations and policies regarding a wide variety of matters that could affect, directly or
indirectly, the operation, ownership and profitability of the Company's broadcast stations, result in the
loss of audience share and advertising revenues for the Company’s broadcast stations, and affect the
ability of the Company 10 acquire additional broadcast s:ations or finance such acquisitions. Such
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matters include: (i) changes to the license rencwal process; (ii) proposals to impose spectrum use or
other fees on FCC licensees; (iii) the FCC’s equal employment opportunity rules and other matters
relating to minority and female involvement in the broadcasting industry; (iv) proposals to change
rules relating to political broadcasting; (v) technical and frequeacy allocation matters; (vi) changes in
the FCC’s cross-interest, multiple ownership and cross-ownership policies; (vii) changes to broadcast
technical requirements; (viii) proposals to allow telephone companies to deliver audio and video pro-

gramming to the home through existing phone lines; and (ix) proposals to limit the tax deductibility of
advertising expenses by advertisers.

The FCC is initiating a Notice of Inquiry proceeding sceking comment on whether the public
interest would be served by establishing limits on the smount of commercial matter broadcast by
television statians. No prediction can be made at this time as to whether the FCC will impose any
limits on commercials at the conclusion of its deliberations, or what effect, if any, the imposition of

limits on the commercial matter broadcast by television stations would have upon the Compeny’s
operations.

The Company cannot predict what other matters might be considered in the future, nor can

judge in advance what impact, if any, the implementation of any of these proposals or changes might
have on its business.

MANAGEMENT
Executive Officers, Directers and Significant Emplayees

The executive officers, directors and significant employecs of the Company are as follows:

Name Age Tidhe
David D. Smith{1) ........c.eviai.n 42 President, Chicf Executive Officer, Director and
Chairman of the Board
Frederick G. Smith{2) ................ 44  Vice President and Director
J.Duncan Smith(2) .......coccvnnneen 39 Secretary and Director
Robert E. Smith(3) .................. 30 Treasurer and Dircctor
David B. AmMy..coeviiciecaivacaannns 41 Controller
John Quigley ... .oiiiiieiieianns 50 General Manager of WTTE
Alan Frank. .. .. ... ... . ... 43  General Manager of WPGH
Steven Marks ............... crenense 36 General Manager of WBFF

(1) Class Three Director.
(2) Ctass Twao Director.
(3) Class One Disector.

“The Board of Directors is divided into three classes: Class One directors serve until May 199%4;
Class Two directors serve until May 1996; and Class Three directors scrve until May 1998. At the
expiration of their respective terms, directors are clected to serve for five-year terms and uatil their
successors are duly elected and qualified. Executive officers are appointed by the Board of Directors
annually to serve for one-year terms and until their successors are duly appointed and qualified. David
D. Smith, Frederick G. Smith, J. Duncan Smith and Robert E. Smith are brothers. The Company

anticipates nominating an Independent Director (as defined in the Indenture) prior to the consumma-
tion of the Offering.

David D. Smith has served as President, Chief Executive Officer and Chairman of the Board since
September 1990. Prior to that, he scrved as General Manager of WPTT from 1984, snd assumed the
financial and engineering respoasibility for the Company, including the construction of WTTE in 1984,
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In 1980, Mr. Smith founded Comark Television, Inc., which applied for and was granted the permit for
WPXT-TV in Portland, Maine and which purchased WDSI-TV in Chartanooga, Tennessee. WPXT-TV
was sold one year after construction and WDSI-TV was sold two years after its acquisition. From 1978
to 1986, Mr. Smith founded and operated Comark Communications, Inc., a company engaged in the
manufacture of high power transmitters for UHF television stations. His television career began with
WBFF in Baltimore, where he helped in the construction of the station and was in charge of technical
maintenance untif 1978.

Frederick G, Smith has served as Vice President of the Company since 1990 and as & Director
since 1986. Prior o joining the Company full time in 1990, Dr. Smith was a surgical dentist engaged in
private practice and the author of several scientific publications.

J. Duncan Smith has served as Secretary and a Director of the Company since 1988, Prior to that,
he worked extensively on the construction of WPTT in Pittsburgh, WTTE in Columbus, WIIB in
Bioomingron and WTTA in St. Petersburg, as well as on the renovation of the new studio, offices and
news facility for WBFF in Baltimore.

Robert E. Smith has served as Treasurer and a Director of the Company since 1988. Prior to that,
he served as Program Director at WBFF from 1986. Prios to that, he assisted in the construction of
WTTE and worked at Comark Communications, Inc. instelling UHF transmitters.

David B. Amy has served as Controller of the Company since 1986. Before that, he served as the
Business Manager far WPTT. Prior 10 joining the Compaay in 1984, Mr. Amy was an accounting
manager of Penn Athletic Products Company in Pittsburgh, Pennsylvania.

Alan Frank has served as General Manager of WPGH since September 1991. From 1986 until
joining the Company in 1991, Mr. Frank scrved as station manager and general sales manager at

WTOG-TV in Tampa, Florida. Prior to that he served in various executive capacities at WFLX-TV
and WPTV-TV in West Palm Beach, Florida.

John Quigley has served as General Manager of WTTE since July 1985. Prior to joining WTTE,

Mi. Quigley served in broadcast management positions at WCPO-TV in Cincinnati, Ohio and WPTV-
TV in West Palm Beach, Florida.

Steven Marks has served as General Manager of WBFF since July 1991. From 1986 until joining
WBFF in 1991, Mr. Marks served ss General Sales Manager 2t WTTE. Prios to that, he was a national
sales manager for WFLX-TV in West Palm Beach, Florida.

EXECUTIVE COMPENSATION

The following table sets forth certain information regarding the annual and long-term compensa-

tion by the Company for services rendered in all capacitics during the year cnded December 31, 1992
by the Chief Executive Officer and the three other executive officers of the Company:

Ansasl Compenmiion

Name and Other Annnel AN Other

Peincipal Position Selary Bonss{l)  Compematios(?) Compesmiisn(s)

David D. Smith $ 225,813 § 202,130 $ 3,677 $ 3,305
President and Chief Executive Officer

Frederick G. Smith 140,954 199,350 6,724 5,379
Vice President

J. Duncan Smith 151,385 199,350 10,559 2,942
Secretary

Robert E. Smith 140,954 199,350 8,273 2911
Treasurer

All executive officers and significant em-
ployees as a group (8 persons)....... 1,188,416 1,264,007 40,651 27,559

(1) Bonuses are paid in accordance with the Executive Boous Plan consistent with past practices.
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{2) Other annual compensation consists of income for personal use of Company-leased automobiles.

(3) All other compensation consists of the Company’s 401(k) contribution, life insurance and Jong-
termn disabitity coverage. The Company’s 401(k) contsibutions for David D. Smith, Frederick G.
Smith, ). Duncan Smith and Robert E. Smith were §2,290, $4,364, $1,927 and $1,896, respectively.
Additional life insurance was $540, $540, $540 and $540, respectively and long-term disability
coverage was $475, $475, $475 and $475, respectively.

The Company does not currently pay any Directors’ fees.

Employment Agreement

No officer has a written employment agreement with the Company.

Execulive Bonus Plan

Key management employees are cligible to participate in the Company’s Executive Bonus Pian
{the “Bonus Plan™). The Bonus Plan is designed to provide incentives to executive officers and other
key employees to achieve certain operating objectives of the Company, and is administered by the
Board of Directors. Participants arc selected based upon their ability to affect profitability. Anaual
cash awards arc based primarily on the attainment of certain operating objectives. The Bonus Plan is
intended to reward specific operating accomplishments and provide competitive levels of compensa-
tion for the attainment of those financial objectives. Under the Bonus Plan, target awards are cstab-
lished for exccutive officers as a percentage of their base salary range. The targeted awards are subject
to decrease or increase based on the Company’s actual performance and at the discretion of the Board
of Directors. The Board of Directors may also grant discretionary awards to certain key employees,

The bonuses in an aggregate amount of $10.0 million paid to the executive officers in the third
quarter of 1993 are special bonuses being awarded to such execative officers to reward them for their

service with the Company during the penicd from 1990 to 1993, and have not been made pursuant to
the Bonus Plan.

Board of Directors Imterfocks and Insider Participation

All of the executive officers of the Company serve as directors of cosporations that have a director
or executive officer who is also a director of the Company. During 1992, cach of the executive officers
of the Company participated, in his capacity as a director, in deliberatioas of the Company’s Board of
Directors concerning executive officer compensation.

CERTAIN TRANSACTIONS
Four Jacks lroadeasting, Inc.

Four Jacks, a company wholly owned by the Current Stockholders, has filed a competing appli-
cation with the FOC for the broadcast license for VHF Channel 2 in Baltimore, Maryland. Because of
the FCC's multiple ownership rules, the principals of Four Jacks have committed themselves in their
application for Channel 2 to divest the Company’s interest in the broadcast license for WBFF in
Baltimore if Channel 2 is awarded to them and before assuming operational control of Channel 2.

Sale of WPTT

In August 1991, the Company sold the FCC kicense and certain other assets of WPTT in Pitts-
burgh to WPTT, Inc. for a sales price of $7.0 million. The purchase price was financed by WPTT, Inc.,
the new owner, through (i) a 15-year senior secured term note of $6.0 mitlion (the **“WPTT Note™), and
(ii) a 20-year 8.5% redeemablc subordinated convestible debenture (the *“Convertible Debenture®) in
the apgregate principal amount of §1.0 million. At the same time, the Company eatered into agree-
ments 10 lease the tower and sation buildings o WPTT, Inc. for use in the operation of WPTT.
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Principal payments on the WPTT Note are required 1o be made over the five-year period, in the
amount of $100,000 each month, commencing on October 1, 2001 and ending on September 30, 2006,
at which time any unpaid amounts on the WPTT Note are due. Interest payments, which are computed
on a floating interest rate equal to the prime rate plus 4.5 percentage points, began on October 1, 1991

and are payable monthly until maturity. At September 1, 1993, the entire principal balance remains
due.

The Convertible Debenture, which matures on September 30, 2011, is convertibie, in whole or in
part, by the holder at any time prior 10 maturity, subject to the approval of the FCC, into up to 80% of
the capital stock of WPTT, Inc., such shares to be non-voting. WPTT, Inc. has agreed not to issue any

other debentures or like instruments during the term of the debenture without the express written
consent of the holder.

In December 1991, KCI, a corporation whoily owned by the Current Stockholders, entered imto a
Programming Services Agreement (the *‘Programming Agreement’”) with WPTT, Inc. pursuant to
which KCI agreed to provide programming to WPTT during certain time periods, and WPTT agreed
that KCI could sell, or engage a third party to sell, advertising time on WPTT during such program-
ming. In consideration for WPTT broadcasting the programming provided by KCI, KC1 agreed to pay
an hourly fec. In January 1992, KCI entered into 2 management agreement and other arrangements
with WPGH, Inc., a Subsidiary of the Company, whereby KCI and WPGH, Inc. agreed that WPGH,
Inc. may provide to KCI its excess programming which will assist KCI in providing programming to
WPTT under the Programming Agreement. As consideration for the programming provided by WPGH,
Inc., WPGH, Inc. sells the advertising time allotted to XCI under to the Programming Agreement.
Pursuant to these arrangements, WPGH, Inc. receives a 10% commission on the advertising time sold.
During 1992 and the six months ended June 30, 1993, WPGH, Inc. received gross commissions of
$294,000 and $213,000, respectively. The total net commissions earned by WPGH, Inc. were approx-
imately $112,000 in 1992 and $54,000 during the six morths ended June 30, 1993. In addition, the
Company received from KCI broadcast time for promations valued at $40,000 in 1992 and $17,000
dwring the six months ended June 30, 1993

During 1992, the Convertible Debenture was assigned 1o the Current Stockholders in exchange for
the payment of $100,000 and the issuance of a $900,000 note, which bears interest st 7.9% per annum
and matures in April 2002.

In March 1993, the Company assigned the WPTT Note to Julian S. Smith and Carolyn C. Smith
(the parents of the Current Stockholders), both former stockholders of the Company, in exchange for
the payment of $50,000 and the isssance of a $6,559,000 note which bears interest at 7.21% per annum
and requires interest only payments through September 2001. Monthly principal payments of $109,317
plus interest are payable commencing in November 2001 and ending in September 2006, at which time
the remaining principal balance plus accrued interest, if any, is due.

Sale of WIIB

In September 1990, the Company sold all the stock of Channel 63, Inc., the owner of WIIB in
Bloomington, to the Current Stockholders for $1.5 million, financed by a note issued to the Company
bearing intecest at the rate of 10.25% per annum (the ‘“WIIB Note"’), which was guaranteed by WIIB.
In June 1992, the then outstanding principal balance oa the WIIB Note of §1,458,489 was refinanced.
The new note bears interest at 6.88% per annum, is payable in monthly principel and interest payments
of $16,000 until September 30, 2000, at which time a final payment of approximately $431,000 is due.
The WIIB Note, and al! renewals, exteations, substitutions, refinancings and restatements thereon, is
pledged to Chase Bank pursuant to the Bank Credit Agreement. At June 30, 1993, $1,355,706 remained
outstanding. At the time of (he sale WIIB was, and is currently, a Home Shopping Network affiliate.

Bay Television, Inc.

In April 1990, Chesapeske Television, Inc. (“CTT™"), a Subsidiary of the Company, sold certain
station cquipment to Bay Television, lac. in exchange for the issuance of a note in the principal
amount of $503,359 payable over five years with an interest rate of 11% per angum (the ‘“‘Bay Trans-
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mitter Note”’). Bay Television, Inc. is owned 75% by the Current Stockholders and 25% by Robert L.
Simmans, a former stockholder of the Company, and is the owner and operator of WTTA in St.
Petersburg. At June 30, 1993, $216,000 remained outstanding under the Bay Transmitter Note.

In connection with the capitalization of Bay Television, Inc. the Company agreed 1o loan the
Current Stockholders up to $3 million on May 17, 1990, and the Current Stockholders simultaneously
agreed to loan Bay Television, Inc. up to $3 million (collectively, the “‘Bay Credit Facility*'). Each of
the loans 10 the Current Stockholders and to Bay Television, Inc. pursuant to the Bay Credit Facility
is evidenced by a2 secured note due December 31, 1999 accruing interest at a floating rate equal to the
prime rate plus one percentage point. The principal balance, payable over six years commencing on
March 31, 1994, is required to be repaid quarterly at a rate of: (i) 1.25% each quarter for the first year;
(i) 2.5% each quarter for the sccond year; (iii) 5% cach quarter for years three through five; and (iv)
6.25% each quarter for the last year. Interest on the unpaid principal amount of each note is also
payable quarterly. The notes pursuant to the Bay Credit Facility are pledged to Chase Bank pursuant

to the Bank Credit Agreement. At September 1, 1993, a principal balance of $2.5 million remained
outstanding under the Bay Credit Facility.

Loaas to Affiliates

In January 1991, the Company loaned Robert E. Smith $100,000 payabie on demand and bearing
interest at the rate of 8.87%. In June 1992, the Board of Directors of the Company reduced the interest
rate to 7.87%, effective Juac t, 1992. This note was paid in full and cancelied on September 27, 1993,

In Junc 1992, the Company loancd David D. Smith $250,000 payablc on demand and bearing
interest at the rate of 7.87%. The Company also loaned $250,000 to J. Duncan Smith oo the same
terms. In 1993, the interest rate on J. Duncan Smith’s note was changed to the current Applicable

Federal Rate, efective January 1, 1993, Both of these notes were paid in full and cancelied on Sep-
tember 27, 1993.

-

Affiliated Leases

From 1987
nications, Inc.

are for rental space on broadcast towers and one of these leases is for the
present studio and offices of WBFF and the Company. The other lease is a month to month lease for
the old studio and offices of WBFF which are no longer in use. Aggregale annual rental payments
refated to these leases were $511,000, $401,000 and $406,000 in 1992, 1991 and 1990, respectively.,

In January 1991, CTI entered into a ten-year capital lcase for a new adminisirative facility for
station WBFF and the Company’s corporate offices with Keyser Investment Group, Inc. (“KIG"), a
corporation wholly owned by the Current Stockholders. Additionally, in June 1991 CT1 entered into a
one-year renewable lease for parking facilities at the sdministrationa facility with KIG. Payments under
these and the prior leases with KIG were $419,000, $218,000 and $102,000 in 1992, 1991 and 1990,
respectively.—-—.

Wt Limyited Pantnership ('*Gerstell”'), an eatity wholly owned by the Current
rs, was formed in April 1993 to acquire certain personsl and real property interests of the
Company in Pennsylvania. This transaction was completed in September 1993, Gerstell acquired the
WPGH studio/transmitter site and tower for an aggregate of $2.0 million and leased the
studiontransmitter site and tower to WPGH, Inc. for $14,875 per month and $25,000 per month, respec-
tively. These are seven-year leases with four seven-year renewal periods. The Company expects that
Oerstell will arange for a loan from a bank lender for the construction on the studio/transmiiter site of
an expansion of the existing office buildinghtelevision studio and the construction of a new tower
haviag an estimated cost of an aggregate of $1.5 million. The completed office buildingftelevision
studio and the new tower will be leased from Gerstell by WPGH, Inc. The Company believes that the
leases with Gersiell are or will be at market rates and of an adequate duration.
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Pursuant to a second acquisition agreement, Gerstell has agreed to purchase from the Company
certain real estate in Pittsburgh for a purchase price equal to its appraised value of $115,000. The
property is the location of the tower for WPTT in Pittsburgh.

Stock Redemptions

On Scptember 30, 1930, the Company issued the Founders’ Notes maturing on May 31, 2005,
peyable to Julian S. Smith and Carolyn C. Smith, former majority owners of the Company and the
parents of the Current Stockholders, in the amounts of $7,515,000 and $6,700,000, respectively, in
consideration of stock redemptions of 72.65% of the outstanding stock of the Company. The Founders’
Notes are secured by security interests in all of the assets of the Company and its subsidiaries, and are
personally guaranteed by the Current Stockholders.

Principal payments on the loan from Julian S. Smith are payable, in various amounts, each Octo-
ber, beginming Octobes 1991 uatil October 2004, with a balicon payment due at maturity in the amount

of $5,018,000. Additionally, monthly interest payments of $28,750 commenced on April 1993 and will
continue until December 1996.

Principal payments on the loan from Carolyn C. Smith are payable each October, beginning Oc-
tober 1991 until October 2004, with a balloon payment due at maturity in the amount of $4,473,900.
The notes include stated interest rates of 8.75%, payable anavally from October 1990 until Octobes
1992, then payable semi-ananally thereafter, until maturity. The effective interest rate approximates

9.4%. For further description of the Founders’ Notes, see “Description of Outstanding Indebtedness
— Minority Note and Founders® Notes.”

In December 1986, the Company entered into a non-campetition agreement with Julian S. Smith
in the aggregate amount of $345.,000 per year. This agreement expired May 1993,

STOCKHOLDERS

All of the outstanding capital stock of the Company is owned by the Current Stockholders in equal
percentages and is pledged to Chase Bank pursuant to the current Bank Credit Agreement.

DESCRIPTION OF OUTSTANDING INDEBTEDNESS
Bank Credit Agreemesat

In connection with the financing of the acquisition of WPGH and with the refinancing of a then-
existing credit facility, the Company cntered into a Bank Credit Agreement with Chase Bank and
certain other lenders (collectively, the ‘“Banks™). The obligations of the Company under the Bank
Credit Agreement are guaranteed by the Subsidiarics. The following summary of the principal terms of
the Bank Credit Agrecment does not purport 10 be complete and is subject to detailed provisions of the
Bank Credit Agreement, as ameaded, s copy of which is an exhibit to the Registration Statement of
which this Prospectus is a part. See Note 3 to the Notes to Consolidsmed Financial Statcments.

Pursuant 10 the Bank Credit Agreement, as amended, the Banks agreed to make loans up to $114
million consisting of two components: Term Loans in the principal amount of up 1o $99 million and a
Revolving Credit Facility in the amount of up to $15 million. The Term Loans and outstanding amounts
under the Revolving Credit Facility wilt be repaid in full with the proceeds of the Offering. Upon such
repayment, the Term Loan will be cancelled; however, the amounts available under the Revolving
Credit Facility may be reborrowed from time to time. The Revolving Credit Facility is being partially
utilized for the $6.25 million letter of credit described im Note 14 to the Notes to the Consolidated
Financial Statements. The Barks' commitments to make loans under the Revolving Credit Facility will
expire on September 30, 1997, uniess earlier paid by the Company or demanded by the Banks upon the
occurrence of an Evem of Defauit, as defined in the Bank Credit Agreement. The unborrowed portion

of the Revolving Credit Facility may be reduced from time 10 time by the Company upon writien
notice to the Banks.
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The Company is entitled to prepay the Term Loans and the outstanding amounts under the Re-
volving Credit Facility, subject to certain prepayment conditions and certain notice pravisions, st any
time and from time to time. In addition, the Company is required within 115 days after the end of cach
fiscal year, commencing on January 1, 1993, 1o pay 66 23% of the “‘Excess Cash Flow’’ (as defined in
the Credit Agreement) (less any optional prepayments made during the preceding year) to the Banks
for application first to the prepayment of the Term Losn and then to the owtstanding amounts under
the Revolving Credit Facility.

The Company’s obligations under the Bank Credit Agreement are sccured by 2 pledge of substan-
tislly all of its assets, including all of its capital stock and the capital stock of the Subsidiarics, ac-
counts receivable, patents and trademarks, inventory, cquipment, and various other existing and
after-acquired assets, The Subsidiaries have guaranteed the obligations of the Company, and have
pledged, to the extemt permitied by law, all of their assets, includiag all of their capital stock. Further,
Cunningham, KIG and Gerstell, alt busincsses that are gwned and controlled by the Current Stock-
holders, were required to guarantce the obligations of the Company under the Bank Credit Agreement,
Cunningham, KIG and Gerstell are landlotds of the Subsidiaries. See “Certain Transactions — Affil-
iated Leases.’” The guarantees of Cunningham, KIG and Gerstell are secured by pledges of subsian-
tially all of the assets of each corporation.

The Bank Credit Agreement contains a number of cavenants which restrict the operations of the
Company and the Subsidiaries, induding the ability to: (i) merge, consolidate, scquire or sell assets;
(ii) create additional indebtedness; (iii) pay dividends; {(iv) enter into certsin arrangements with affili-
ates; or (v) incur corporate expenses in excess of specified limits. The Bank Credit Agreement prohib-
its the Company and the Subsidiaries from purchasing, redeeming, retiring, acquiring for value, or
maXing any voluntary payment or prepayments of principal, interest, or other amount owing in respect
of any ‘‘Subordinated Indebtedness™ (as defined in the Bank Credit Agreement), except for regularly
scheduled payments pursuant to the instruments evidencing such Subordinated Indebtedness. The
Company anticipates receiving the consent of the Banks to this Offering and the use of the proceeds
thereof. The Company and the Subsidiaries are also prohibited under the Bank Credit Agreement from
incurring obligations for the acquisition of programming, exclusive of certain liabilities im place at the
time of the Bank Credit Agreement, if, gs a result of such acquisition, the cash payments oa such
programming exceed specified amounts as defined in the Bank Credit Agreement. These specified
amounts for the fiscal year ending December 31, 1992 were $13 million.

In addition, the Company and the Subsidiaries are required 1o meet certain covenants under the
Bank Credit Agreement, on a consolidated basis, as well as to maintain certain financial ratios, includ-
ing a funded debt ratio, a current debt ratio and a fixed charges ratio.

The Events of Defavlt under the Bank Credit Agreement include, among others: (i) the faikwe to
pay priacipal, interest or other amounts when due; (ii) the failure by the Current Stockholders, KIG,
Cunningham, the Company or the Subsidiarics to pay when due any other indebtedness in excess of
$100,000 or the happening of any event specified in the instruments governing such indebtedness if the
cffect of such event is to cause, or to permit the holder or holders of such indebtedness to cause, such
indebtedness to become due; (i) the making of untrue rep-esentations and warranties; (iv) any of the
members of the Smith Family, KIG, Cunningham, the Company or the Subsidiarics defaults in the
performance of its obligations under the Bank Credit Agreement and the related security documents;
(v) certain events of insolvency or bankruptcy related to the Current Stockbolders, KIG, Cunningham,
the Cernpany and the Subsidiaries; (vi) the rendering of money judgmeats against the Current Stock-
holders, KIG, Cunninghsm, the Company and the Subsidiaries in excess of $100,000; (vii) the incur-
rence of certain liabilities to certain plans governed by the Employee Retirement Income Security Act
of 1974; (viii) during any period of 25 consecutive calendar months, individuals who were directors of
the Company on the first day of such period shall no longer constitute & majority of the board of
directors of the Company; {ix) the security documents shall be terminated or shall cease to be in full
force and effect; (x) any broadcast license (other than a non-material license) shall be terminated,
farfeited or revoked or shall fail to be renewed for any reason whatsoever or for any reason a Subsid-
jary shall at any time cease t0 be & licensee under any broadcast license (other than & non-material
broadcast license) relating (o WBFF, WPGH or WTTE or the Company or WPGH, Inc. shall other-
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wise fail to have all required authorizations, licenses and permits to construct, own, operate or pro-
mote WPGH, (xi) Chesapeake Television, Inc. shall cease tc be a whotty owned Subsidiary of WBFF,
Inc.; the WTTE, Channe] 28 Licensee, Inc. shall cease to be & wholly owned subsidiary of WTTE,
Inc; the WPGH Licensee, Inc. shall cease to be a wholly owned subsidiairy of WPGH, Inc.; the
Company shall cease at any time to own all of the issued shares of the capital stock of WBFF, Inc.,
WTTE, Inc. or WPGH, Inc.; any of the Current Stockholders shatl cease at any time to own 25% of
the issued shares of capital stock of the Company or shall cease to eagage in the active management of
the Company ard the Subsidiaries (other than, in any cass, by reason of death or disability); or (xii)
any transfer of any common stock of the Company or any of the Subsidiaries or any right to receive
such common stock or any other interest in the Company or any of the Subsidiaries shall be trans-
ferred and cither (a) such transfer shall fail to comply with any applicable provision of the Communi-
cations Act as amended from time to time, or any applicable FCC rule, regulation or policy, or (b) the
agent under the Bank Credit Agreement shall not have received prior to such trensfer any opinion
reasonably satisfactocy to the majority lenders thereunder of counsel reasonably satisfactory to the
majorty knders to the effect that such transfer does so comply.

Minority Note and Fownders’ Notes

Under the terms of a Stock Purchase Agrecment dated December 22, 1986 between the Company
and certain stockholders of the Company’s predecessor, 2 note was issued in the principal amount of
$6,421,483 (the “‘Minority Note™'). The Minority Note is a general, unsecured obligation of the Com-
pany which matures on January 2, 1997. Intcrest and principal are paid on January 2 and July 1 of each
and every year. The Minority Note bears intcrest st the annuaat rate of 18%. The Minority Note is pari
passu in 1ight of payment to the Notes.

On September 30, 1990, the Company issued the Founders” Notes to Julian S. Smith and Carotyn
C. Smith. These notes are secured abligations of the Company subordinated as to right of payment and
as o security to the obligations of the Company under the Bank Credit Agreement. In addition, the
Founders’ Notes are pledged as collateral to the Banks under the Bank Credil Agreement. The
Founders’ Notes were issued puisuant 10 a Stock Redemption Agreement, dated September 30, 1990,
The Founders’ Notcs matute on May 31, 2005. The Founders® Note to Julian S. Smith is in the face
amount of $7,515,000, and the Founders®’ Notc to Carolyn C. Smith is in the face amount of $6,700,000.
The Founders’ Notes are senior in right of payment to the Notes. Principal paymenis on the loan from
Julian S. Smith are payable, in varions amounts, cach October, beginaing October 1991 uatil October
2004, with a balloon payment due st maturity in the amount of $5,018,000. Additionally, monthly
interest payments of $28,750 commenced on April 1993 and will continue untll December 1996.

Principal payments on the Joan from Carolyn C. Smith are payable each October, beginning Oc-
tober 1991 until October 2004, with a bafloon payment duc at maturity in the amount of $4,473,900.
The notes include stated interest rates of 8.75%, payable annually from October 1990 until October

1992, then payable semi-annually thereafter, untii maturity, The effective interest rate approximates
9.4%.

The Subsidiaries, jointly and severalty, have guaranteed the principat of and interest on both the
Minority Note and the Foundess’ Notes.

The Founders® Notes contain covenents relating to certain business, financial, and opersting mat-
ters of the Company and the Subsidiaries, including, but not limited to: restrictions on pasyment of
dividends, redemptions of capital stock and certain kinds of investments, mergers and consolidations,
occurrence of liens, sales of assets, capital expenditures, changes of control, snd occurrence of indebt-
edness. The Minority Note prohibits the payment of dividends during a defauk thereunder.

61




DESCRIPTION OF THE NOTES

The Notes offered hereby will be issued under an Indenture to be dated as of » 1993
between the Compeny, and » as trustee (the “Trustee’), a copy of the form of which is
fited as an exhibit to the Registration Statement and will be made available to prospective purchasers
of the Notes upon request. The Indenture is subject to and governed by the Trust Indenture Act. The
following summary of the material provisions of the Indeature does not purport to be complete, and
where reference is made to particular provisions of the Indenture, such provisions, including the
definitions of certain terms, are qualified in their entirety by reference to all of the provisions of the
Indenture and those terms made a part of the Indenture by the Trust Indenture Act. For definitions of
certain capitalized ferms used in the following summary, see *“~ Certain Definitions.”’

Genecal

The Notes will mature on » 2003, will be limited to $100,000,000 aggregate principal
amount, and will be unsecured senior subordinated obligations of the Company. Each Note will bear
interest at the rate set forth on the cover page hereof from » 1993 or from the most recent
mterest payment date to which interest has been paid, payable semiannually on and

cach year, commencing , 1994, to the Person in whose name the Note {or
any predecessor Note) is registered at the close of business on the or next
preceding such interest payment date.

Payment of the Notes is guaranteed by the Guarantars, jointly and severally, on a senior subor-

dinated basis. The Guarantors are comprised of all the direct and indirect Wholly Owned Restricted
Subsidiaries of the Company. Sec “‘— Guarantees."”

Principal of, premium, if any, and interest on the Notes will be payable, and the Notes will be
exchangeable and transferable {subject to compliance with transfer restrictions imposed by applicable
securities Jaws for so long as the Notes are not registcred for resale under the Securities Act), at the
office or agency of the Company in the City of New York mzintained for such purposes {which initially
will be the Trustee); provided, fiowever, that payment of interest may be made at the option of the
Company by check mailed 10 the Person entitled thereto as shown on the security register, The Notes
witl be issued only in fully registersed form without coupons, in denominations of $1,000 and any
integral multiple thereof. (Section 302) No service charge will be made for any registration of transfer,
exchange or redemption of Notes, cxcept in certain circumstances for any tax or other governmental
charge that may be imposed in connection therewith. (Section 305)

Optional Redemption

The Notes will be subject to redemption at any time on or after » 1998, at the
option of the Compeny, in whole or in part, on not less than 30 nor more than 60 days’ prior notice ia
amounts of $1,000 or an integral multiple thereof at the following redemption prices {expressed as

percentages of the principal amount), if redeemed during the 12-month petiod beginaing of
the years indicated below:

Xeas e

1998 %

1999

2000

and thereafter at 100% of the principal amount, in each case together with accrued and unpaid intesest,
if any, to the redemption date (subject 10 the right of holders of record on relevant record dates to
receive interest due on an interest payment date).

In addition, at any time on or prior to » 1996, the Company may redeem up to 25% of
the original principal 2maount of Notes with the net proceeds of a Public Equity Offering of the Com-
pany at % of the aggregate principal amount, together with accrued and unpaid interest, if any,
to the redemption date (subject to the right of holders of record on relevast record dates to receive
interest duc on an interest payment date).
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If less than afl of the Notes are to be redeemed, the Trustee shall select the Notes or portions

thereof to be redeemed pro rata, by lot or by any other method the Trustee shall deem fair and
reasonable. (Sections 203, 1101, 1105 and 1107)

Simking Fund

There will be no sinking fund.

Subordination

The payment of the principal of, premium, if any, and interest on, the Notes will be subordinated,
as set forth in the Indenture, in right of payment in cash or cash equivalents or in any other form as
acceptable to the holders of Senior Indebtedness, to the prior payment in full of all Senjor Indebted-
ness. The Notes will be senior subordinated indebtedness of the Company ranking pari passu with all
other existing and future senior subordinated indebtedness of the Company and senior to all existing
and future Subordinated Indebtedness of the Company.

During the continuance of any default in the payment of any Designated Senior Indebtedness no
payment (other tham payments previously made pursuant to the provisions described under
*— Defeasance or Covenant Defeasance of Indenture’) or distribution of any assets of the Company
of any kind or character (excluding certain permitted equity or subordinated securities) shall be made
on account of the principal of, premium, if any, or interest on, the Notes or on account of the pur-
chase, redemption or other acquisition of, the Notes unless and uatil such default has been cured,
waived or has ceased to exist or such Designated Senior Indebtedness shall have been discharged or

paid in full in cash or cash equivaients or in any other form acceptable to the holders of Senior
Indebtedness.

During the cantinvance of any non-payment default with respect to any Designated Senior Indebt-
edness pursuant to which the maturity thereof may be accelerated (s “Non-payment Default’) and
after the receipt by the Trustce from a representative of the holder of any Designated Semior Indebt-
edness of a written notice of such default, no payment (other thaa payments previously made pursuant
10 the provisions described under “— Defeasance or Covenaat Defeasance of Indenture”) or distribu-
tion of any assets of the Company of any kind or character (excluding certain permitted equity or
subordinated securities) may be made by the Company on account of the principal of, premium, if any,
or infercst on, the Notes or on account of the purchase, redemption or other acquisition of, the Notes
for the period specified below (the ““Paymeat Blockage Period™’).

The Payment Blocksge Period shall commence upon the receipt -of notice of the Non-paymeat
Default by the Trusice from a representative of the holder of any Designated Senior Indebtedness and
shall end on the carliest of (i) the first daic on which more than 179 days shall have elapsed since the
receipt of such written notice (provided such Designated Senior Indebtedness as 10 which notice was
given shall not theretafore have been accelerated), (i) the date on which such Non-payment Default is
cured, waived or ceases to exist or on whick such Designated Senior Indebtedness is discharged or
paid in full in cash ar cash equivaients or in eny other manner acceptable to the holders of Designated
Senior [ndebtedness or (i) the date on which such Payment Blockage Period shall have been termi-
nated by written notice to the Company or the Trustee from the representatives of holders of Desig-
nated Senior Indebtedness initiating such Payment Blockage Period, after which, in the case of clauses
(i), (W) and (iu), the Company shall promptly resume making any and all required payments in respect
of the Notes, including any missed payments. In no event will a Payment Blockage Period extend
beyond 179 days from the date of the receipt by the Trustee of the notice initiating such Payment
Blockage Period (such 179-day period referred to as the “Initial Period™). Any aumber of notices of
events of defaults may be given during the Initial Period; provided that during any 365 consecutive day
period only one such period duriag which payment of principal of, ar interest on, the Notes may not be
made may commeace and the duration of such period may not exceed 179 days. No Non-payment
Default with respect to Designated Senior Indebtedness that existed or was continuing on the date of
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the commencement of any Payment Blockage Period will be, or csn be, made the basis for the com-
mencement of a sccond Payment Blockage Period, whether or not within a pericd of 365 consecutive

days, unless such default has been cured or waived for a period of not less than 90 consecutive days.
(Section 1203)

If the Company fails 10 make any payment on the Notes when due or within any applicable grace
period, whether or not on account of the payment blockage provisions referred to above, such failure
would constitute an Event of Default under the Indenture and would enable the holders of the Notes to
accelerate the maturity thereof. See “‘—~ Events of Defauh.”

The Indenture will provide that in the event of any insolvency or bankruptcy case or proceeding,
or any receivership, liquidation, reorganizatior. or other similar case or proceeding in connection
therewith, relative to the Company or its assets, or any liquidation, dissolution or other winding up of
the Company, whether voluntary or involuntary, or any assignment for the benefit of creditors or other
marshalling of assets or liabilities of the Company, all Senior Indebtedness must be paid in full in cash
or cash equivalents or in any other manner acceptable to the holders of Scnior Indebtedness, or
provision made for such payment, before any payment or distribution (excluding distributions of cer-
tain permitted equity or subordinated securities) is made on account of the principal of, premium, if
any, or interest on the Notes.

By reason of such subordination, in the event of liquidation or insolvency, creditors of the Com-
pany who are holders of Senior Indebtedness may recover more, ratably, than the holders of the
Notes, and funds which would be otherwise payable to the holders of the Notes will be paid to the
holders of the Senior Indebtedness to the extent necessary to pay the Senior Indebtedness in full in
cash or cash equivalents or in any other manner acceptable to the holders of Seaior Indebtedness, and
the Company may be uaable to meet its obligations fully with respect to the Notes.

Each Guarantee of a Guarantor will be an unsecured senior subordinated obligation of such Guar-
antor, ranking pari passu with, or senior in right of payment to, all ather existing and future Indebt-
edness of such Guarantor that is expressly subordinated to Guarantor Senior Indebtedness. The
Indebtedness cvidenced by the Guarantees will be subordinated to Guarantor Senior Indebtedness to
the same extent as the Notes are subordinated to Senior Indebtedness and holders of certain desig-
nated Guarantor Senior Indebtedness will be able to initiste payment blockage periods, upon terms

substantially comparable to the rights to initiate payment blockage periods held by holders of Desig-
nated Senior Indebtedness.

**Senior jndebtedness™ is defmed as the principal of, premium, if any, and interest (including
interest, whether or not altowable, accruing after the filing of a petition initiating any proceeding under
any state, federal or foreign bankruptey laws) on any Indebtedness of the Company {other than as
otherwise provided in this definition), whether outstanding on the date of the Indenture or thereafter
created, incurred or assumed, and whether at any time owing, actually or contingent, unless, in the
case of any particular Indebtedness, the instrument creating or evidencing the same or pursuaat to
which the same is outstanding expressly provides that such Indebtedness shall not be senior in right of
payment to the Notes. Without limiting the gencrality of the foregoing, ‘‘Senior Indebtedness™ shall
include (i) the principal of, premium, if any, and interest {including interest, whether or not allowable,
accruing zfter the filimg of a petition initiating any proceeding under any state, federal or foreign
bankruptcy laws) on sll obligations of every nature of the Company from time to time owed to the
lenders under the Bank Credit Agreement; provided, however, that any [adebtedness undes sy refi-
nancing, refunding, or replacement of the Bank Credit Agreement shall not constilute Senior Indebe-
edness 1o the extent that the Indebtedness thereunder is by its express terms subordinate to amy other
Indebtedness of the Company, and (ii) Indebtedness outstanding under the Founders® Notes. Notwith-
standing the foregoing, *‘Senior Indebtedness’ shall not include (i) Indebiedness evidenced by the
Notes, (ii) Indebtedness that is subordinate or junior in right of payment to any Indebtedness of the
Company, (iii) Indebtedness which when incurred and without respect 0 any clection under Section
1111(b) of Title 11 United States Code, is without recourse to the Company, (iv) Indebtedness which is
represented by Disqualified Equity Interests, (v) any liability for foreign, federal, state, local or other
taxes owed or owing by the Company, (vi) Indebtedness of the Company to a Subsidiary or any other
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Affiliate of the Company or any of such Affiliate’s Subsidiaries, (vii) that portion of any Indebtedness
which at the time of issuance is issued in violation of the Indenture, (viii) Indebtedness of or amounts

owed by the Company for compensation to employees or for services and (ix) Indebtedness outstand-
ing under the Minority Note.

“Guarantor Senior Indebtedness” is defined as the principal of, premium, if any, and interest
(including interest, to the extent allowable, accruing after the filing of a petition initiating any proceed-
ing under any state, federal or foreign bankruptcy laws) on any Indebtedoess of any Guarantor (other
than as otherwisc provided in this definition), whether outstanding on the date of the Indenture or
thereafter created, incurred or assumed, and whether at any time owing, actually or contingent, un-
less, in the case of any particular Indebtedness, the instrument creating or cvidencing the same or
pursuant to which the same is outstanding expressly peovides that such Indebtedness shall not be
senior in right of payment to any Guarantee. Without limiting the generality of the focegoing, ““Guar-
antor Senior Indebtedness™ shall include (i) the principal of, premium, if any, and interest (including
interest, whether or not allowable, accruing after the filing of a petition initiating any proceeding under
any siate, federal or foreign bankrupicy laws) on all obligations of every nature of any Guarantor from
time to time owed to the lenders under the Bank Credit Agreement; provided, however, that any
Indebiedness under any refinancing, refunding, or replacement of the Bank Credit Agreement shall not
constitute Guarantor Senior [ndebtedness 10 the extent that the Indebtedness thereunder is by its
express terms subordinate to any other Indebtedness of any Guarantor, and (ii) Indebtedness evi-
denced by any guarantee of the Founders' Notes. Notwithstanding the foregoing, *Guarantor Senior
Indebtedness® shall not include (i) Indebtedness evidenced by the Guarantees, (ii) Indebtedness that is
subordinate or junior in right of payment to any Indebtedness of any Guarantor, (iii) Indebtedness
which when incurred and without respect to any clection under Section 1111(b) of Title 11 United
States Code, is without recourse to any Guarantor, (iv) Indebtedness which & represented by Disqual-
ified Equity Interests, (v) any liability for foreign, federal, state, local or other taxes owed or owing by
any Guarantor, {vi) Indebtedness of any Guarantor to a Subsidiary or any other Affiliate of the Com-
pany or any of such Affiliate’s subsidiaries, (vii) Indebtedness evidenced by any gurantee of any
Subordinated Indebtedness or Pari Passu Indebtedness, (viii) that portion of any Indebtedness which
at the time of issuance is issued in violation of the Indenture, (ix) Indebteduess of or amounts owed by

any Guarantor for compensation to employees or for servioes and {x) any guarantee of the Minority
Note.

‘““Designated Senior Indebtedness’’ is defined as (i) all Senior Indebtedness outstanding under the
Bank Credit Agreement and (ii) any other Senior Indebtedness which, at the time of deteemination, has
an aggregate principal amount outstanding, together with any commitments to lend additional amounts,
of at least $25,000,000 and is specifically designated in the instrument evidencing such Senior Indebt-

edness or the agreement under which such Senior Indebtedness arises as ““Designated Senior Indebt-
cdness™ by the Company.

As of June 30, 1993, on a pro forma basis, after giving effect to the sale of the Notes and the
application of the estimated net proceeds thereof, the aggregate amount of Senior Indebtedness that
ranked senior in right of payment to the Notes would have been $13.1 million, and the aggregate
amonat of indebtedness that is pari passu in right of payment with the Notes would have bees 33.9
million. In connection with the Proposed Acquisitions, the Compeny intends to incor an additional
$180 million of indebtedness, all or a portion of which may constitute Senior Indebtedness. Se¢ “In-

vestment Considerations — Subordination of the Notes and the Guarantees; Asset Encumbrances™
and “Capitalization.”

Guaraatees

The Guarantors will, jointly and severally, unconditionally guarantee the due and punctual pay-
ment of principal of, premium, if any, and interest on, the Notes. Such guarantees will be subordinated
to the Guarantor Senior Indebtedness. Sce *‘ — Subordination.”” As of Jume 30, 1993, on a pro forma
basis, after giving cffect to the sale of the Notes offered hereby and the application of the cstimated net
proceeds thereof, the aggregate amount of Guarantor Senior Indebtedness that ranked senior in right
of payment 10 the Guaraatees would have beea $18.9 million (including $13.1 million of outstanding
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indebtedness representing guarantees of Senior Indebtedness). In addition, under certain circumstances
described under *— Certain Covenants — Limitations on Issuances of Guarantees of and Pledges for
Indebtedness,” the Company is required to cause the execution and delivery of additional Guarantees
by Restricted Subsidiaries. (Section 1012).

In addition, upon any sale, exchange or transfer, to any Person not an Affiliate of the Company, of
al! of the Company’s Equity Interest in, or all or substantially all of the assets of, any Guaraator,

which is in compliance with the Indenture, such Guarantor shall be released from all its obligations
under its Guarantee.

Certain Covenants
The Indenture contains, among others, the following covenants:

Limitation on Indebtedness. The Company may not, and may not permit any Restricted Sub-
sidiary to, create, incur, assume or directly or indirectly guarantee or in any other manner become
directly or indirectly liable for (*‘incur’’) any Indebtedness (including Acquired Indebitedness), except
that the Company may incur Indebtcdness and a Guarantor may incur Permitted Subsidiary Indebted-
ness if, in each case, the Debt to Operating Cash Flow Ratio of the Company and its Restricted
Subsidiaries at the time of the incurrence of such Indebtedness, after giving pro forma effect thereto, is
7:1 or less, provided that any Permitted Acquisition Indebtedness incurred by the Company shall have
an Average Life to Stated Maturity no shorter than the Average Life to Stated Maturity of the Notes.

The foregoing limitation will not apply to the incurrence of any of the following (collectively,
‘“Permitted Indebledness’”);

(1) Indebtedness of the Company under the Bank Credit Agrecment in an aggregate principal
amount at any one time outstanding not to exceed (a) $180,000,00C under any term loans made
pursuant thereto, minus all principal payments made in respect of any term loans; provided that
such amount shall be reduced by the amount of any Indebtedness incurred pursuant to clause (iv)

of this definition of “‘Permitted Indebtedness™; and (b) $25,000,000 under any revolving credit
facility theteunder;

(ii) Indebtedness of the Company pursuant to the Notes and Indebtedness of any Guarantor
pursuant to a Guarantee;

(iii) Indebtedness of any Guarantor consisting of a guarantee of the Company’s Indeltedness
under the Bank Credit Agreement;

(iv) Permitted Acquisition Indebtedness in the aggregate principal amount at any time out-
standing not to exceed $180,000,000 minus the amount of any Indebtedness incurred pursuast to
clause (1)(a) of this definition of “Permitted Indebtedness®”;

(v) Indebtedness of the Company or any Restricted Subsidiary outstanding on the date of the
Indenture ang lisied on Schedule I thereto;

(vi) Indebtedness of the Company owiag to 2 Restricted Subsidiary; provided that any Indebt-
edness of the Company owing to a Restricted Subsidiary is made pursuant 1o an intercompany
note and is subordinated in right of payment from and after such time as the Notes shall become
due and payable (whether at Stated Maturity, acceleration or otherwise) to the payment and
performance of the Company’s obligations under the Notes; provided, fiether, that any disposi-
tion, pledge or transfer of any such Indebtedness to a Person (other than a disposition, pledge or
transfer to a Wholly Owned Restricted Subsidiary or a pledge to or for the benefit of the lenders
under the Bank Credit Agreement) shall be decmed to be an incurrence of such Indebtedness by
the obligor not permitted by this clause (vi);

(vii) Indebtedness of a Wholly Owned Restricted Subsidiary owing to the Company or an-
other Wholly Owned Restricted Subsidiary; provided that (x) any such Indebtedness is made
pursuant to an intercompany note in the form attached to the Indenture and (y) sny Indebicdness
of a Guarantor owing to a8 Wholly Owned Restricted Subsidiary which is not a Guarantor shall be
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subordinated in right of payment from and after such time as the oblipations under the Guarantee
by such Wholly Owned Restricted Subsidiary shall become due and payable to the payment and
performance of such Wholly Owned Restricted Subsidiary’s obligations under its Guarantee;
provided, further, that (8) any disposition, pledge or transfer of any such Indebtedness to a Person
(other then 2 disposition, pledge or transfer to the Company or a Wholly Owned Restricted Sub-
sidiary or pledge to or for the benefit of the lenders under the Bank Credit Agreement) shalt be
deemed to be an incurrence of such Indebtedness by the obligor not permitted by this clause (vii)
and (b) any transaction pursuant to which any Wholly Owned Restricted Subsidiary, which has
Indebtexiness owing to the Company or any other Wholly Owned Restricted Subsidiary, ceases to
be a Wholly Owned Restricted Subsidiary shall be deemed to be the incurrence of Indebtedness
by such Wholly Owned Resiricted Subsidiary that is not permitted by this clause {vii);

(viii) guarantces of any Restricted Subsidiary made in accordance with the provisions of
“ — Limitation on Issuances of Guarantees of and Pledges for Indebtedness’’;

{ix) obligations of the Company entered into in the ordinary course of business pursuant to
Interest Rate Agreements designed to protect the Company against fluctuations in interest rates in

respect of Indebtedness of the Company, which obligations do not exceed the aggregate principal
amount of such Indebtedness;

(x) any rencwals, extensions, substitutions, refundings, refinancings or replacements (colleo-
tively, a “refinancing™) of any Indebtedness described in clauses (ii), (iii), (iv) and (v) abowve,
including any successive refinancings so long as the aggregate principal amount of Indebtedness
represented thereby is not increased by such refinancing plus the lesser of (I) the stated amount of
any premium or other payment required to be paid in canncction with such a refinancing pursuant
to the terms of the Indebtedness being refinanced or (i1} the amount of premium or other payment
actually paid at such time to refinance the Indebtedness, plus, in cither case, the amount of
expenses of the Company incurred in connection such refinancing and, in the case of Pari Passu or
Subordinated Indebtedness, such refinancing does not reduce the Average Life to Stated Maturity
or the Stated Maturity of such Indebtedness; and

(xi) Indebtedness of the Company in addition to that described in clawses (i) through (x)
above, and any renewals, extensions, substitutions, refinancings, or replacements of such Indebt-

edness, so long as the aggregate principal amount of all such Indebtedness shall not exceed
$10,000,000.

Limitation on Restricted Payments. (a) The Company will not, and will not permit aay Re-
stricted Subsidiary to, directly or indirecily:

(i) declare or pay any dividend on, or make any distribution to holders of, any of the
Company's Equity Iaterests (other than dividends or distributions payable solely in its Qualified
Equity Imerests);

(i) purchase, redecm or otherwise acquire or retire for value, directly or indirectly, any
Equity Interest of the Company or any Affiliate thereof (except Equity Interests held by the
Company or a Wholly Owned Restricted Subsidiary);

(iii) make any principal payment on, or repurchase, redeem, defease, retire or otherwise
acquire for value, prior to any scheduled principal payment, sinking fund or maturity, any Subor-
dinated Indebtedness;

(iv) declare or pay any dividend or distribution on any Equity Interests of any Subsidiary to
any Person (other than the Company or any of its Wholly Owned Restricted Subsidiaries);

(v) incur, create or assume any guarantee of Indcbtedness of any Affiliate (other than a
Wholly Owned Restricted Subsidiary of the Company); or
{vi) make any Investment in any Person (other than any Permitied Investments)

(any of the foregoing payments described in clauses (i) through (vi), other than say such action that is
a Permitted Paymem, collectively, “Restricied Payments'’) unless after giving cffect to the proposed
Restricted Payment (the amount of any such Restricted Payment, if other than cash, as determined by
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the Board of Direciars of the Company, whose determination shall be conclusive and evidenced by a
board resolution), {1) no Default or Event of Default shall have occurred and be continuing and such
Restricted Payment shall not be an event which is, or after notice or lapse of time or both, would be,
an “event of defavit” under the terms of any Indebtedness of the Company or its Restricted Subsid-

iarics; and (2) the aggregate amount of all such Restricted Paymeats declared or made after the date of
the Indenture does not exceed the sum of:

{A) an amount cqual to the Company’s Cumulative Operating Cash Flow less 1.4 times
the Company’s Cumulative Consolidated Interest Expense; and

(B) the aggregate Net Cash Proceeds received after the date of the Indenture by the
Company from capita) contributions {other than from a Subsidiary) or from the issuance or
sale (otber than to any of its Subsidiaries) of its Qualificd Equity Interests {except, in each
case, to the extent such proceeds are used to purchase, redeem or otherwise retire Equity
Interests or Pari Passu Indebtedness or Subordinated Indebtedness as set forth below).

(b) Noewithstanding the foregoing, and in the case of clauses (i) through (v) below, so long as
there is no Default or Event of Defaukt continuing, the foregoing provisions shall not prohibit the
following actions (clauses (i) through (v) being referred to as ““Permitted Payment®’):

(i) the payment of any dividend within 60 days after the date of declaration thereof, if at such
date of declaration such payment would be permitted by the provisions of paragraph (a) of this
Scction and such payment shall be deemcd to have been paid on such date of declaration for
purposes of the calculation required by paragraph (2) of this Section;

(i) any transaction with an officer or director of the Company entered iato in the ordinary

course of business (including compensation or empioyee benefit arrangements with any officer or
director of the Company);

(ii1} the repurchase, redemption, or other acquisition or retirement of any Equity Interests of
the Company in exchange for (including any such exchange pursuant to the exercise of a conver-
sion right or privilege in connection therewith cash is paid in leu of the issuance of fractional
shares or scrip), or out of the Net Cash Proceeds of, & substantially concurrent issue and sale for
cash (other than to a Subsidiary) of other Qualified Equity Interests of the Company; provided
that the Net Cash Proceeds from the issuance of such Qualified Equity Interests are excluded
from clause (2)(B) of paragraph (a) of this Section;

(iv) any repurchase, redemption, defeasance, retirement or acquisition for value or payment
of principal of any Subordinated Indebtedness in exchange for, or out of the net proceeds of, a
substantially concurrent issuance and sale for cash (other than to any Subsidiary of the Company}
of any Qualified Equity Interests of the Company, provided that the Net Cash Proceeds from the

issuance of such shares of Qualified Equity Interests are excluded from clause (2)(B) of paragraph
(a) of this Section; and

(v) the repurchase, redemption, defcasance, retirement, refinancing, acquisition for value or
payment of principal of any Subordinated Indebtedness (other than Disqualified Equity Interests)
{a *“refinancing”) through the issuance of new Subordinated Indebtedness of the Company, as the
cast may be, provided that any such new Indebtedness (1) shall be in a principal amount that does
not exceed the principal amount so refinanced oz, if such Subordinated Indebtedness provides for
an amount less than the principal amount thereof 10 be due and payable upon a declaration or
acceleration thereof, then such lesser amount as of the date of determination), plus the lesser of (1)
the stated amount of any premium or other payment required to be paid in connection with such a
refinancing pursuant to the terms of the Indebtedness being refinanced or (1I) the amount of
premium or other payment actually paid at such time to refinance the Indebtedness, plus, in cither
case, the amount of expenses of the Company incurred in connection with such refinancing; (2)
has an Average Life 1o Stated Maturity greater than the remaining Average Life to Stated Matu-
rity of the Notes; (3) has a Stated Maturity for its final scheduled principal payment later than the
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Stated Maturity for the final scheduled principal payment of the Notes; and (4) is expressly sub-

ordinated in right of payment 1o the Notes at least 1o the same exient as the Indebtedness to be
refinanced. (Section 1009)

Limitation on Transactions with Affiliates. The Company will not, and will not permit any of its
Restricted Subsidiaries to, directly or indirectly, enter into or suffer to exist any transaction or serics
of related transactions (including, without limitation, the sale, purchase, exchange or lease of assets,
property or services) with any Affiliate of the Company (other than the Compaay or a Wholly Owned
Restricted Subsidiary) unless (a) such transaction or series of transactions is in writing on terms that
are no less favorable to the Company or such Restricted Subsidiary, as the case may be, than would be
available in a comparable transaction in arm’s-length dealings with an unrelated thicd party and (b) (i)
with 1espect 1o any transaction or series of transactions involving aggregate payments in excess of
$1,000,000, the Company delivers an officers’ certificate to the Trustee certifying that such transaction
or series of related transactions complies with clause (a) above and such transaction or series of
related transactions has been approved by a majority of the members of the Board of Directors of the
Company (including a majority of Independent Directors); and (ii) with respect to any transaction of
serics of transactions involving aggregate payments in excess of $5,000,000, an opinion ss to the
fairness to the Company or such Restricted Subsidiary from a financisl point of view issued by an
investment banking firm of national standing. Notwithsianding the foregoing, this provision will not
apply to {A) any transaction with an officer ar director of the Company entered into in the ordinary
course of business (including compensation or employee benefit arrangements with any officer or
director of the Company), (B) any transaction entered ito by the Company or one of its Whally
Owned Restricted Subsidiaries with a Wholly Owned Restricied Subsidiary of the Company, and (C)
transactions in existence on the date of the Indenture. (Section 1010)

Limitation on Senior Subordinated Indebtedness. The Company will not, and will not permit
any Guarantor to, directly or indirectly, create, incur, issue, assume, guarantee or otherwise ia any
manner become directly or indirectly liable for or with sespect to or otherwise permit to exist any
Indebtedness that is subordinate in right of payment to any Indebtedness of the Company or such
Guarantor, as the case may be, vnless such Indebtedness is also pari passu with the Notes or the
Guarantee of such Guarantor, or subordinate in right of psyment to the Notes or such Guarantee in the
same manner as the Notes or such Guarantce are subardinate in right of payment to Senior Indebted-

ness or Guarantor Senior Indebtedness, as the case may be, as set farth in the Indenture. (Section
1011)

Limitation on Liens. The Company will not, and will not permit any Restricted Subsidiary to,
directly or indirectly, create, incur, affirm or suffer to exist any Lien of any kind upon any of its
property or asscts (including aay intercompany notes), now owned or acquired after the date of the
Indenture, or any income or profits therefrom, except if the Notes are directly secured equally and
ratably with (o1 prior to in the case of Liens with respect to Subordinated Indebtedness) the obligation
or lability secured by such Lien, excluding, however, from the operation of the foregoing any of the

following:
(a) any Lien existing as of the date of the Indenture;

(b} any Lien arising by reason of (1) any judgment, decrez or order of any court, 80 long as such
Lien is adequately bonded and any appropriuste legal proceedings which may have been duly initiated
for the review of such judgment, decree or order shall not have been finally terminated or the period
within which such proceedings may be initiated shall not have expired; (2) taxes not yet delinquent or
which are being contested in good faith; (3) security for payment of workers’ compensation or other
insurance; (4} good faith deposits in connection with tenders, leases, contracts (other than contracts
for the payment of money); (5) zoning restrictions, easemeats, licenses, reservations, provisions, cov-
enants, conditions, waivers, restrictions on the use of property or minor irregularitics of title (and with
respect 1o leaschold interests, mortgages, obligations, liens and other encumbrances incurred, crested,
assumed or pennitted to exist and arising by, through or under a landlord or owner of the leased
property, with or without consent of the lessee), none of which materially impairs the use of any parcel
of property material to the operation of the business of the Company or any Subsidiary or the value of
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such property for the purpose of such business; (6) deposits to secure public or statutory obligations,
or in lieu of surety or appeal bonds; (7) certain surveys, exceptions, title defects, encumbrances,
easements, reservations of, or rights of others for, rights of way, sewers, electric lines, telegraph or
telephone lines and other similar purposes or zoning or other restrictions as to the use of real property
not interfering with the ordinary conduct of the business of the Company or any of its Subsidiaries; or
{8) operation of law in favor of mechanics, materiaimen, laborers, employees or suppliers, incurred in
the ordinary course of business for sums which are not yet delinquent or are being contested in good
faith by negotiations or by appropriate proceedings which suspend the collection thereof;

(c) any Lien now or hereafter existing on property of the Company or any of its Restricted
Subsidiaries securing Senior Indebtedness or Guarantor Senior Indebtedness, in each case which In-
debiedness is permitted under the provisions of “Limitation on Indebtedness’’ and provided that the

provisions described under “Limitation on Issuances of Guararuees of and Pledges for Indebiedness"
are complied with,

(d) any Licn securing Acquired Indebtedness created prior to (snd not created in connection with,
or in contemplation of) the incurrence of such Indebtedness by the Company or any Subsidiary, io
cach case which Indebledness is permitied under the provisions of ‘‘Limitation on indebtedness”’;
provided that any such Lien only extends to the assets that were subject to such Lien securing such
Acquired Indebtedness prior 10 the related transaction by the Company or its Subsidisries;

(¢) any Lien securing Pesmitted Subsidiary Indebtedness; and

{f) any extension, renewal, refinancing or replacement, in whole or in part, of any Lien described

in the foregoing clauses (a) through (¢) so long as the amount of security is not incrcased thereby.
(Section 1012)

Limitation on Sale of Assets. (2) The Company will not, and will not permit any of its Restnicted
Subsidiaries to, directly or indirectly, consuramate an Asset Sale unless (i) at least 80% of the proceeds
from such Asset Sale are received in cash and (ii) the Company or soch Restricted Subsidiary receives
consideration at the time of such Asset Sale at least equal 10 the Feir Market Value of the shares or
assets sold (as determined by the Board of Directors of the Company and evidenced in a board reso-
lution); provided, however, that clause (i) shall not prohibit the divestiture of the broadcast license
related to Channel 45 in Baltimore, Marytand in connection with the grant of a broadcast license to
certain Affiliates of the Company for VHF Channel 2 in Baltimore, Maryland and the receipt of prom-
issory notes as consideration therefar from any Person other than an Affiliate, provided that at least
50% of the proceeds from such Asset Sale ere received in cash,

{b} If all or a portion of the Net Cash Proceeds of any Asset Sale are not required to be applied to
repay permanently any Senior Indebtedness then outstanding as required by the terms thereof, or the
Company determines not o apply such Net Cash Proceeds to the permanent prepayment of such
Senior Indebtedness or if no such Senior Indebtedness is then outstanding, then the Company mey
within 12 months of the Asset Sale, invest the Net Cash Proceeds within 12 months of the Asset Sale
in properties and assets that (as determined by the Board of Directors) replace the properties and
assets that were the subject of the Asset Sule or in properties and assets that will be used in the
businesses of the Company or its Restricted Subsidiaries existing on the date of the Indenture or
teasonably related thereto. The amount of such Net Cash Proceeds neither used to permanently repay

or prepay Senior Indebtedness nor used or invested as set forth in this paragraph constitutes “Excess
Proceeds.”

{c) When the aggregate amount of Excess Praceeds equals $5,000,000 or more, the Company shall
apply the Excess Proceeds to the repayment of the Notes and any Pari Passu Indebtedness required to
be repurchased under the instrument goveming such Paci Passu Indebtedness as follows: (a) the Com-
pany shall make an offer to purchase (an “‘Offer’’) from all holders of the Notes in accordance with the
procedurces sct forth in the Indenture in the maximum principal amount (expressed as a multiple of
$1,000) of Notes that may be purchased out of an amount (the ‘“Note Amount™) equal to the product
of such Excess Proceeds multiplied by » fraction, the numerstor of which is the outstsnding principal
amount of the Notes, and the denominator of which is the sum of the outstanding principal amount of
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the Notes and such Pari Passu Indebtedness (subject to proration in the event such amount is less than
the aggregaie Offered Price (as defined herein) of all Notes tendered) and (b) to the extent required by
such Pari Passu Indebtedness to permanently reduce the principal amount of such Pari Passu Indebt-
edness, the Company shall make an offer to purchase or otherwise repurchase or redeem Pari Passu
Indebtedness (2 ““Pari Passu Offer™) in an amount (the “Pari Passu Debt Amount™) equal to the
excess of the Excess Proceeds over the Note Amount; provided that in no event shall the Pari Passu
Debt Amount exceed the principat amount of such Pari Passu Indebtedness plus the amount of any
premium required to be paid to repurchase such Pari Passu Indebtedness. The offer price shall be
payablc in cash in an amount equal to 100% of the principal amount of the Notes plus accruved and
unpaid interest, if any, to the date (the “Offer Date’’) such Offer is consummated (the ‘‘Offered
Price’’), in accordance with the procedures set forth in the Indenture. To the extent that the aggregate
Offered Price of the Notes tendered pursuant to the Offer is less than the Note Amount relating thereto
or the aggregate amount of Pari Passu Indebtedness that is purchased is less than the Pari Passu Debt
Amount (the amount of such shortfall, if any, constituling a “*Deficiency’™), the Company shall use
such Dcficiency in the business of the Company and its Restricted Subsidiaries. Upon completion of
the purchase of all the Notes tendered pursvant to an Offer and repurchase of the Pari Passu Indebt-
cdness pursuant to & Pari Passu Offer, the amount of Excess Proceeds, if any, shall be reset at zero.

(d) Whenever the Excess Proceeds received by the Company exceed $5,000,000, such Excess
Proceeds shall, prior to the purchase of Notes or any Pari Passu Indebtedness described in paragraph
(c) above, be set aside by the Company in a separate account pending (i) deposit with the depositary or
a paying agent of the amount required 1o purchase the Notes or Pari Passu Indebtedness tendered in an
Offer or a Pari Passu Offer, (ii) delivery by the Company of the Offered Price to the holders of the
Notes or Pari Passu Indcbtedness tendered in an Offer or a Pari Passu Offer aad (iif) application, as set
forth above, of Excess Proceeds in the business of the Company and its Restricted Subsidiaries. Such
Excess Proceeds may be invested in Temporary Cash Investments, provided that the maturity date of
any such investment made after the amount of Excess Proceeds excceds $5,000,000 shall not be later
than the Offer Date. The Company shall be entitled to any interest or dividends accrued, eamned or
paid on such Temporary Cash Investments, provided that the Company ghall not withdraw to such
interest from the separate accouat if an Event of Defauk has occurred and is continuing.

(e} If the Company becomes obligeted to make an Offer pursuant to clause (c) above, the Notes
shall be purchased by the Company, at the option of the holder thereof, in whole or in part in integral
multiptes of $1,000, on a date that is not carlier than 45 days and not later than 60 days from the date
the notice is given to holders, or such later date as may be necessary for the Company to comply with

the requirements under the Exchange Act, subject to proration in the cvent the Note Amount is less
than the aggregate Offered Price of all Notes tendered.

{f) The Company shall comply with the applicable tender offer rules, including Rule 14¢-1 under
the Exchange Act, and sny other applicable securities laws or regulations in conmection with an Offer.

(g) The Company will not, and will not permit any Restricted Subsidiary to, create or permit to
exist or become cffective any restriction (other than restrictions existing under (i) Indebtedness as in
effect on the date of the Indenture as such Indebtedness may be refisanced from time (0 time of {ii)
any Senior Indebtedness existing on the date of the Indenture or thereafter, in each case, provided that
such restrictions are no less favorable to the holders of Notes than those existing on the date of the
Indenture) that would materially impair the ability of the Company to make an Offer to purchase the
Notes or, if such Offer is made, 10 pay for the Notes tendered for purchase. (Section 1013)

Limitation on Issuances of Guarantees of and Piedges for Indebiedness. (a) The Company will
not permit any Restricted Subsidiary, other than the Guarantors, directly or indirectly, to secure the
payment of any Senior ladebtedness of the Company and the Company will not pledge any
intercorapany notes representing obligations of any Restricted Subsidiary 1o secure the payment of any
Senior Indebtedness unless in each case such Restricted Subsidiary simltaneoualy execites and de-
livers a supplemental indenture to the Indenture providing for a guarantee of psyment of the Notes by
such Restricted Subsidiary, which guarantee shall be on the same terms as the guarantec of the Semior
Indebtedness (if a gusrantee of Seaior Indebtedness is granted by any such Restricted Subsidiary)
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